


more consideration of the distinctions between card-not-present transactions and card-present
transactions and the role that networks play in these transactions. The primary difference in these
transactions is that the risk of fraud is significantly higher in card-not-present transactions and the costs
of debit card fraud are overwhelmingly borne by card issuers.

One significant way that card issuers have been able to mitigate the increased risk of card-not-present
transactions is to more tightly limit the networks (and thus the types of transactions) through which a
transaction can be routed. Different networks and transaction types offer different protections against
fraud, including the ability of issuing institutions to charge back fraud to the merchant. Credit unions
manage the transactions they support with these differences in mind and work to offer members the most
secure experience, minimizing fraud events. This proposed rule would make it more difficult for fraud-
conscious credit unions and members to manage how debit transactions are processed leaving it up to
merchants to choose the networks on which transactions are routed. Unfortunately, because merchants
bear very little of the cost of fraud, their decision-making may not be as focused on fraud prevention but
would be on their own cost savings at the expense of consumer protection.

This proposal makes it difficult for credit unions and their members to manage how transactions are
processed. Consumers expect their financial institutions to protect them against any fraud and expect the
financial institutions to make them whole regardless of whether transaction is fraudulent or is due to the
consumer’s lack of prudent safekeeping of the access device. Credit unions will be placed in an even
more precarious position because there are less controls for them to mitigate the risk. Our industry has
worked hard to improve payments security and it will be unfortunate for the proposed requirements to
remove the tools that financial institutions have in place to protect consumers.

Operationally, we have concerns, too. Because there has been no study of the impact of this new
requirement, there is uncertainty about how the new requirement will affect a credit union’s operations
and core processing system. In addition, the changes would likely impact contractual agreements with
cardholders that credit unions would need to address. Those contracts will need to be updated to address
any new changes, which in turn, adds another layer of cost.

The Indiana Credit Union League appreciates the opportunity to comment on this Notice of Proposed
Rulemaking. Expanding network requirements for debit card transaction processing for card-not-present
should not be approached as a minor technical clarification, but instead should be fully studied to
understand the fraud risks and additional costs to card issuers and consumers. We encourage the Board
of Governors of the Federal Reserve to abstain from moving forward with the proposed provisions and
call for more study and a significant revision. During these trying times for credit unions and our nation,
forcing credit unions to divert resources to comply with this harmful proposed rule will ultimately end
up affecting consumers by inhibiting them from getting faster payment options offered through a
competitive payment marketplace.

If you have any questions about our letter, please do not hesitate to give me a call at (317) 594-5320.
Sincerely,

/QZ /7%7¢'

John McKenzie

President, Indiana Credit Union League



